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Postponement of Consumption Tax Hike and its Impact to Japanese Equity 
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"Chart 1: Real GDP Growth Rate of Japan"

(Note)     Data period is from April-June Quarter, 2014 to October-December Quarter, 2015 .

(Source)  SMAM, based on Bloomberg L. P. data.
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"Chart 2: Real Consumer Spending of Japan"

(Note)   Data period is from April 2014 to February 2016.

(Source) SMAM, based on Bloomberg L. P. data.

 

 While, news on postponement of consumption tax hike are reported frequently, speculation is 

reinforced that PM Abe would make a final decision on the tax hike around end of May when 

the G7 Summit will be held.  

 However, if the tax hike is postponed, PM Abe has to show the path to achieve fiscal 

consolidation target, as financial situations are severe.   

 Rise in the Japanese stock market on economic measures and the tax hike postponement 

depends on whether they will expand future demand and corporate earnings.   

 

While, news on postponement of consumption tax hike are reported frequently, speculation is 

reinforced that PM Abe would make a final decision on the tax hike around end of May when 

the G7 Summit will be held  

 

   Lately, many articles on postponement of consumption tax hike are reported on various 

newspapers. At G20 Finance Ministers and Central Bank Governors Meeting held in 

February, participating nations agreed to implement flexible fiscal policy and Japan is to host G7 

Ise-Shima Summit on 26
th
 and 27

th
 of May, 2016.  Postponement of consumption tax hike has 

become more likely, as the G7 Summit looks like a good opportunity to appeal for international 

cooperation by fiscal stimulus.   

 

   The Japanese government is expected to i) release economic measures by drafting up “Japan - 

Promoting Dynamic Engagement of All Citizens Plan” in May, ii) compile supplemental budget 

draft (to be submitted at autumn extraordinary Diet session) as a source of the economic measures, 

iii) decide whether to raise the tax or not and scale of the stimulus package.  The International 

Finance and Economic Assessment, a preparatory meeting for the G7 Ise-Shima Summit, is taking 

place until May and Jan.-Mar. first preliminary real GDP figure will be announced on 18
th

 May, as 

well. More and more experts expect PM Abe to decide around end of May to put off the 

consumption tax hike or not.   
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However, if the tax hike is postponed, explanation on the path to achieve fiscal consolidation 

target is necessary, as financial situations are severe  

 

   It appears that another consumption tax hike scheduled in April 2017 will be a difficult choice 

for the Abe administration, as growth of real GDP growth rate (Chart 1) and real consumer spending 

(Chart 2) in Japan has been weak since the consumption tax hike in April 2014.  Therefore, it is 

quite likely that combination of postponement of consumption tax hike and economic measures 

based on source of tax revenue increase without depending on additional government bond issuance 

will be implemented.   

 

    However, financial situations in Japan are severe.  Based on estimation by International 

Monetary Fund (IMF), general government gross debt per GDP of Japan is likely to reach 248% by 

the end of year 2016.  This is much worse than 207% of Greece and the worst amongst major 

countries.  In the case of postponement of consumption tax hike, Japanese government needs to 

explain how fiscal consolidation target set by itself can be achieved in a concrete manner.  If not, 

Abe’s administration will lose credibility of both domestic and overseas parties concerned on the 

country’s sustainability of finance.   

 

Rise in the Japanese stock market on economic measures and the tax hike postponement 

depends on whether they will expand future demand and corporate earnings   

 

   Japanese equities are likely to perform well for a while, underpinned by expectation of the 

economic measures and postponement of consumption tax hike.  According to various news and 

reports, issuance of “Premium gift vouchers” and vouchers for child-care-support services aiming at 

stimulating consumption have been discussed by the government.  If the stimulus package can 

provide new growth opportunities to corporations and contribute to create sustainable demand, 

full-fledged rise in stock price can be expected.  If failed to do so, stocks will be sold in 

disappointment.  
 

 

   In general, growth in future cash flow generated by corporations and earnings are considered to 

be factors for the stock price to rise.  It must be noted that future cash flow and earnings will not 

necessarily grow by postponing consumption tax hike.  Therefore, stock prices will possibly not 

rise by simply postponing consumption tax.  With this in mind, it is necessary to assume the case of 

“stock prices rising with expectation on economic measures and postponement of consumption tax 

hike, but falling when they are announced”, as financial proverb goes “Buy on the rumor, sell on the 

fact”.   
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* Please note that this report is a translation of Japanese report written on 1
st
 April, 2016. 
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Please read this disclaimer carefully.
This material is for non-Japanese institutional investors only.

The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are

intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management

Company, Ltd. (hereinafter “SMAM ” ), or to provide information on investment strategies and opportunities.

Therefore this material is not intended to offer or solicit investments, provide investment advice or service, or to

be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan.

The expected returns or risks in this report are calculated based upon historical data and/or estimated upon

the economic outlook at present, and should be construed no warrant of future returns and risks.

Past performance is not necessarily indicative of future results.

ŸThe simulated data or returns in this report besides the fund historical returns do not include/reflect any

investment management fees, transaction costs, or re-balancing costs, etc.

The investment products or strategies do not guarantee future results nor guarantee the principal of

investments. The investments may suffer losses and the results of investments, including such losses, belong to

the client.

The recipient of this report must make its own independent decisions regarding investments.

The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute

SMAM’s judgment as of the date of this material and are subject to change without notice.

The awards included in this report are based on past achievements and do not guarantee future results.

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized

entities/individuals.

This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM

can not and does not guarantee its completeness or accuracy.

All rights, titles and interests in this material and any content contained herein are the exclusive properties of

SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,

reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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